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Example 2. Assume the facts as stated in 
example 1, except that in 1965 National 
Union X merged with National Union Y, 
whose members are engaged in trades related 
to those engaged in by X’s members. Assume 
further that trust D, the employee funded 
pension plan and fund for employees of Y, 
was subsequently merged into trust C. The 
merger of trust D into trust C would not in 
itself constitute a fundamental change in the 
character of trust C, since both C and D are 
for the benefit of employees of related indus-
tries. 

(4) Payment of benefits. The trust 
must provide solely for the payment of 
pension or retirement benefits to its 
beneficiaries. For purposes of this sec-
tion, the term retirement benefits is in-
tended to include customary and inci-
dental benefits, such as death benefits 
within the limits permissible under 
section 401. 

(5) Diversion. The trust must be part 
of a plan which provides that, before 
the satisfaction of all liabilities to em-
ployees covered by the plan, the corpus 
and income of the trust cannot (within 
the taxable year and at any time there-
after) be used for, or diverted to, any 
purpose other than the providing of 
pension or retirement benefits. Pay-
ment of expenses in connection with 
the administration of a plan providing 
pension or retirement benefits shall be 
considered a payment to provide such 
benefits and shall not affect the quali-
fication of the trust. 

(6) Discrimination. The trust must be 
part of a plan whose eligibility condi-
tions and benefits do not discriminate 
in favor of employees who are officers, 
shareholders, persons whose principal 
duties consist of supervising the work 
of other employees, or highly com-
pensated employees. See sections 
401(a)(3)(B) and 401(a)(4) and §§ 1.401–3 
and 1.401–4. However, a plan is not dis-
criminatory within the meaning of sec-
tion 501(c)(18) merely because the bene-
fits received under the plan bear a uni-
form relationship to the total com-
pensation, or the basic or regular rate 
of compensation, of the employees cov-
ered by the plan. Accordingly, the ben-
efits provided for highly paid employ-
ees may be greater than the benefits 
provided for lower paid employees if 
the benefits are determined by ref-
erence to their compensation; but, in 
such a case, the plan will not qualify if 

the benefits paid to the higher paid em-
ployees are a larger portion of com-
pensation than the benefits paid to 
lower paid employees. 

(7) Objective standards. The trust 
must be part of a plan which requires 
that benefits be determined according 
to objective standards. Thus, while a 
plan may provide similarly situated 
employees with benefits which differ in 
kind and amount, these benefits may 
not be determined solely in the discre-
tion of the trustees. 

(c) Effective date. The provisions of 
section 501(c)(18) and this section shall 
apply with respect to taxable years be-
ginning after December 31, 1969. 

[T.D. 7172, 37 FR 5618, Mar. 17, 1972] 

§ 1.501(c)(19)–1 War veterans organiza-
tions. 

(a) In general. (1) For taxable years 
beginning after December 31, 1969, a 
veterans post or organization which is 
organized in the United States or any 
of its possessions may be exempt as an 
organization described in section 
501(c)(19) if the requirements of para-
graphs (b) and (c) of this section are 
met and if no part of its net earnings 
inures to the benefit of any private 
shareholder or individual. Paragraph 
(b) of this section contains the mem-
bership requirements such a post or or-
ganization must meet in order to qual-
ify under section 501(c)(19). Paragraph 
(c) of this section outlines the pur-
poses, at least one of which such a post 
or organization must have in order to 
so qualify. 

(2) In addition, an auxiliary unit or 
society described in paragraph (d) of 
this section of such a veterans post or 
organization and a trust or foundation 
described in paragraph (e) of this sec-
tion for such post or organization may 
be exempt as an organization described 
in section 501(c)(19). 

(b) Membership requirements. (1) In 
order to be described in section 
501(c)(19) under paragraph (a)(1) of this 
section, an organization must meet the 
membership requirements of section 
501(c)(19)(B) and this paragraph. There 
are two requirements that must be met 
under this paragraph. The first require-
ment is that at least 75 percent of the 
members of the organization must be 

VerDate Nov<24>2008 09:03 Jun 08, 2009 Jkt 217090 PO 00000 Frm 00052 Fmt 8010 Sfmt 8010 Y:\SGML\217090.XXX 217090cp
ric

e-
se

w
el

l o
n 

P
R

O
D

1P
C

69
 w

ith
 C

F
R



43 

Internal Revenue Service, Treasury § 1.501(c)(19)–1 

war veterans. For purposes of this sec-
tion the term war veterans means per-
sons, whether or not present members 
of the United States Armed Forces, 
who have served in the Armed Forces 
of the United States during a period of 
war (including the Korean and Vietnam 
conflicts). 

(2) The second requirement of this 
paragraph is that at least 97.5 percent 
of all members of the organization 
must be described in one or more of the 
following categories: 

(i) War veterans, 
(ii) Present or former members of the 

United States Armed Forces, 
(iii) Cadets (including only students 

in college or university ROTC pro-
grams or at Armed Services acad-
emies), or 

(iv) Spouses, widows, or widowers of 
individuals referred to in paragraph 
(b)(2) (i), (ii) or (iii) of this section. 

(c) Exempt purposes. In addition to the 
requirements of paragraphs (a)(1) and 
(b) of this section, in order to be de-
scribed in section 501(c)(19) under para-
graph (a)(1) of this section an organiza-
tion must be operated exclusively for 
one or more of the following purposes: 

(1) To promote the social welfare of 
the community as defined in 
§ 1.501(c)(4)–1(a)(2). 

(2) To assist disabled and needy war 
veterans and members of the United 
States Armed Forces and their depend-
ents, and the widows and orphans of de-
ceased veterans, 

(3) To provide entertainment, care, 
and assistance to hospitalized veterans 
or members of the Armed Forces of the 
United States, 

(4) To carry on programs to perpet-
uate the memory of deceased veterans 
and members of the Armed Forces and 
to comfort their survivors, 

(5) To conduct programs for religious, 
charitable, scientific, literary, or edu-
cational purposes, 

(6) To sponsor or participate in ac-
tivities of a patriotic nature, 

(7) To provide insurance benefits for 
their members or dependents of their 
members or both, or 

(8) To provide social and recreational 
activities for their members. 

(d) Auxiliary units or societies for war 
veterans organizations. A unit or society 
may be exempt as an organization de-

scribed in section 501(c)(19) and para-
graph (a)(2) of this section if it is an 
auxiliary unit or society of a post or 
organization of war veterans described 
in paragraph (a)(1) of this section. A 
unit or society is an auxiliary unit or 
society or such a post or organization 
if it meets the following requirements: 

(1) It is affiliated with, and organized 
in accordance with, the bylaws and reg-
ulations formulated by an organization 
described in paragraph (a)(1) of this 
section, 

(2) At least 75 percent of its members 
are either war veterans, or spouses of 
war veterans, or are related to a war 
veteran within two degrees of consan-
guinity (i.e., grandparent, brother, sis-
ter, grandchild, represent the most dis-
tant allowable relationships), 

(3) All of its members are either 
members of an organization described 
in paragraph (a)(1) of this section, or 
spouses of a member of such an organi-
zation or are related to a member of 
such an organization, within two de-
grees of consanguinity, and 

(4) No part of its net earnings inures 
to the benefit of any private share-
holder or individual. 

(e) Trusts or foundations. A trust or 
foundation may be exempt as an orga-
nization described in section 501(c)(19) 
and paragraph (a)(2) of this section if it 
is a trust or foundation for a post or or-
ganization of war veterans described in 
paragraph (a)(1) of this section. A trust 
or foundation is a trust or foundation 
for such a post or organization if it 
meets the following requirements: 

(1) The trust or foundation is in ex-
istence under local law and, if orga-
nized for charitable purposes, has a dis-
solution provision described in 
§ 1.501(c)(3)–1(b)(4). 

(2) The corpus or income cannot be 
diverted or used other than for the 
funding of a post or organization of war 
veterans described in paragraph (a)(1) 
of this section, for section 170(c)(4) pur-
poses, or as an insurance set aside (as 
defined in § 1.512(a)–4(b)). 

(3) The trust income is not unreason-
ably accumulated and, if the trust or 
foundation is not an insurance set 
aside, a substantial portion of the in-
come is in fact distributed to such post 
or organization or for section 170(c)(4) 
charitable purposes, and 
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(4) It is organized exclusively for one 
or more of those purposes enumerated 
in paragraph (c) of this section. 

[T.D. 7438, 41 FR 44392, Oct. 8, 1976] 

§ 1.501(c)(21)–1 Black lung trusts—cer-
tain terms. 

(a) Created or organized in the United 
States. A trust is not created or orga-
nized in the United States unless it is 
maintained at all times as a domestic 
trust in the United States. For this 
purpose, section 7701(a)(9) limits the 
term United States to the District of Co-
lumbia and States of the United 
States. 

(b) Insurance company. The term in-
surance company means an insurance, 
surety, bonding or other company 
whose liability for the kinds of claims 
to which section 501(c)(21)(A)(i) applies 
is as an insurer or guarantor of the li-
abilities of another. 

(c) Black Lung Acts. The term Black 
Lung Acts includes any State law pro-
viding compensation for disability or 
death due to pneumoconiosis even 
though the State law compensates for 
other kinds of injuries. In such a case, 
section 501(c)(21) applies only to the ex-
tent that the liability is attributable 
to disability or death due to pneumo-
coniosis. For this purpose, the term 
pneumoconiosis has the same meaning 
as it has under federal law. See 30 
U.S.C. 902. 

(d) Insurance exclusively covering such 
liability. The term insurance exclusively 
covering such liability includes insur-
ance that covers risk for liabilities in 
addition to the liabilities to which sec-
tion 501(c)(21)(A)(i) applies. In such a 
case, payment for premiums may be 
made from the trust only to the extent 
of that portion of the premiums that 
has been separately allocated and stat-
ed by the insurer as attributable solely 
to coverage of the liabilities to which 
section 501(c)(21)(A)(i) applies. 

(e) Administrative and other incidental 
expenses. The term administrative and 
other incidental expenses means expendi-
tures that are appropriate and helpful 
to the trust making them in carrying 
out the purposes for which its assets 
may be used under section 501(c)(21)(B). 
The term includes any exicse tax im-
posed on the trust under section 4952 
(relating to taxes on taxable expendi-

tures) and reasonable expenses, such as 
legal expenses, incurred by the trust in 
connection with an assertion against 
the trust of liability for a taxable ex-
penditure. The term does not include 
an excise tax imposed on the trustee or 
on other disqualified persons under sec-
tion 4951 (relating to taxes on self-deal-
ing) or under section 4953 (relating to 
tax on excess contributions to black 
lung benefit trusts) or any expenses in-
curred in connection with the assertion 
of these taxes other than expenses that 
are treated as part of reasonable com-
pensation under section 4951(d)(2)(C). 
See §§ 53.4941 (d)–2(f)(3) and (d)–3(c) for 
interpretations of similar provisions 
under section 4941(d)(2)(E), relating to 
reasonable compensation for private 
foundation disqualified persons. 

(f) Public debt securities of the United 
States. The term public debt securities of 
the United States means obligations 
that are taken into consideration for 
purposes of the public debt limit. See, 
for example 31 U.S.C. 757b. 

(g) Obligations of a State or local gov-
ernment. The term obligations of a State 
or local government means the obliga-
tions of a State or local governmental 
unit the interest on which is exempt 
from tax under section 103(a). See 
§ 1.103–1(a). 

(h) Time or demand deposits. The term 
time or demand deposits includes check-
ing accounts, savings accounts, certifi-
cates of deposit or other time or de-
mand deposits. The term does not in-
clude common or collective trust funds 
such as a common trust fund as defined 
in section 584. 

[44 FR 52197, Sept. 7, 1979] 

§ 1.501(c)(21)–2 Same—trust instru-
ment. 

As trust does not meet the require-
ments of section 501(c)(21) if it is not 
established and maintained pursuant 
to a written instrument. The trust in-
strument must definitely and affirma-
tively prohibit a diversion or use of 
trust assets that is not permitted 
under section 501(c)(21)(B) or section 
4953(c), whether by operation or nat-
ural termination of the trust, by power 
of revocation or amendment by the 
happening of a contingency by collat-
eral arrangement, or by any other 
means. No particular form for the trust 
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